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THE RECENT FAILURES AND THEIR LESSONS. 

Some natural tremors have agitated the financial 
circles of late in consequence of the recent mercantile 
suspensions which, though serious, have-been much 
exaggerated. The aggregrate liabilities involved have 
been variously reported at from three millions to a much 
larger sum. The real amount of losses cannot, of course, 
be known with precision, and it is the duty of every good 
citizen to avoid stirring up needless alarm. That the 
apprehensions which prevail are without reason or 
wholly imaginary, no well-informed man will venture to 








affirm ; that they have been magnified by groundless 
terror and speculative effort, there is abundant proof. 

It may help us to deal intelligently with the exigen- 
cies of the moment if we bear in mind two or three lead- 
ing facts. In the first place, we have arrived at a critical 
part of our mercantile year. Most of the great finan- 
cial conflagrations which have desolated this country in 
the past have had their outbreak in this section of the 
year. Weneed not here review the well-known forces 
to which this annual fressure is ascribed. To these 
fruitful causes of autumn trouble is added this year a 
most formidable ally. We refer to the extended debts 
left hanging over the money market by the last panic a 
year ago. A large aggregate of extended paper which 
was then created is now maturing. Much of it has been 
paid, part of it has been again extended, and some of it 
is now causing trouble. 

Secondly, one third of the failures which have so far 
been reported have arisen, as we are assured, from spec- 
ulations outside of the legitimate business of the insol- 
vents. We might instance more than one of the large 
firms whose failures were announced last week. Their 
insolvency could in no sense be said to originate in 
legitimate losses in the ordinary course of business. It 
was in “outside” speculations and in the obligations 
thus incurred that the fatal leak was sprung. So we 
might go through the sad list of failures and find at every 
step abundant evidence of the vast extent of this 
paper-money malady among our mercantile firms who 
have come to grief. Had these insolvents acted on the 
maxim, which is so often urged, that “a man’s capi- 
tal is nowhere so valuable as in his own business,” how 
many of them might have been in good credit to-day. 

Thirdly, one-half of the failures now occurring must 
be ascribed to the fall in prices. So heavy a downward 
turn in the value of staple commodities cannot but cause 
a great shrinkage in the capital of multitudes of our 
merchants. Some of these men, like watchful mariners, 
saw the storm coming and got out of harm’s way; others, 
equally watchful, were less quick or less fortunate in 
their efforts to save themselves ; while others again, 
hoping against hope, are now paying the penalty of 
their rashness, infirm judgment, or mistaken combina- 
tions. 

Some cynical observers may see in these commer- 
cial troubles a normal “struggle for existence” ending 
in “the survival of the fittest.” Leaving this fashionable 
philosophy, however, to spin its shining web and to ap- 
ply its specious theories where it can, we agree with it so 
far as this, that the downward fall in prices and the 
other incidents of the existing crisis while they cause 
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much temporary dipaster to individuals, are not withont 
promise of adequate compensation in the future to the 
country at large. As the old adage has it, “ Experience 
keeps a dear school but she teaches well.” The present 
shipwreck of so many goodly barques will have this com- 
pensating effect among others, that it will help to break 
up several bad habits which, as we have just said, our 
paper-money inflation has stimulated among our mercan- 
tile and banking community. 

Among these evils thus fostered by our paper-money 
system, a conspicuous place must be given to the laxity 
of some of our banks in regard to the management of 
their business. It is well known that many rules of 
wholesome stringency which were held sacred before the 
war, have one by one been relaxed or discarded by 
various institutions during the last few years. The 
consequence was that when the panic broke out last 
year it found several banks too weak to withstand its 
force. They were. weak because they had made bad 
loans, and because they had let their reserves fall to an 
unsafe level. Most of our banks, it is true, were so strong 
that they were able to interpose, and save erring institu- 
tions from ruin. But they were not strong enough to 
prevent the panic, or to avert the disasters which bad 
banking and paper money inflation have thus inflicted 
on the country. 

If the troubles of the past twelve months should have 
the beneficent effect of extirpating these. fruitful germs 
of mischief from our banking system, and of preventing 
& worse panic hereafter, we shall haye a compensative 
result of inconceivable value, though purchased at so 
enormous a cost. 

We might extend a similar argument to the mercantile 
e¢ommunity and show, if we had space, how the financial 
maladies which the paper money era has developed into 
ruin and insolyency, are finding in failures like the 
present an antidote which will tend to prevent. the spread 
and development of like mischiefs hereafter. These 
lessons are so obvious and are being enforced just. now 
by dame. Experience with such wholesome severity, that 
there is the less need for any further exposition in this 
place, 


THE CURRENCY REFORMERS AND THEIR MOVEMENTS. 


We are,approaching. the. period of the year when 
in anticipation of the meeting of Congress, the advocates 
of currency reform usually begin to. press their schemes 
upon the public attention. For several reasons it is 
probable that our newspapers will give us less of this 
kind of discussion than for some years past. The public 
mind is less receptive to the desire for rash currency ex- 
periments, and there is a general disposition among 
thoughtful men to wait and. watch the result of the im- 
portant legislation of last session before venturing any 
further step towards specie payments, 

No intelligent observer can fail to regard as of the 
highest possible moment, the recent legislation of Congress 
in regard to the currency. The intent of that Congres- 
sional action is well known, Its first object was to stop 
the inflation of greenbacks ; its second, to stop the in- 
flation of national bank notes. If both these purposes 
can be accomplished, the coutry will be saved from the 
mischiefs of excessive paper-money issues. We can 
not advance towards specie resumption till these two 
points are gained, and made a basis of further reforms. 

As to the greenbacks, the law of June, 1870, declared 
that the maximum issue is 382 millions. If there were 
any doubt as to whether greenbacks, retired since the 
war, could be re-issued to the war limit of 400 millions, 
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‘that doubt exists no face. Congifge has put an end 


to all such excuses for augmenting the eurrency, or for 


agitating the public mind on the subject. The only 


| power which the eqnstitution gives to Congress over the 


greenbacks is to lessen the amount. This power has 
been exerted in reducing the 400 million limit to 382 
millions, beyond which sum Congress has now no 
authority to augment the greenback issues. The next 


change, the only one to which the power of Congress is 


competent, is to make a further reduction. Congress, 
in other words, has the power to retire greenbacks and 
to cancel them to any extent ; but when they are once 
retired and cancelled, Congress has no power to re-issue 
them except in time of war. We waive here as irrele- 
vant to the present argument all discussion about Mr. 
Richardson’s action a year ago in raising funds after the 
panic by the issue of 26 millions of unauthorized green- 
backs. Public opinion has dealt severely with that 
officer, and there will be little danger that he would find 
imitators, even had Congress failed to prevent such a 
result by the positive statutory prohibition of further 
issues. 

If nothing more than this had been accomplished by 
the Act of June 1874, that law would have been justly 
regarded as the most important currency statute since 
the Legal Tender Act of February, 1862. But, as we 
said, there is a second reform provided for which is of 
equal need and of superior difficulty. This work is the 
conferring of elasticity upon the national bank note sys- 
tem. One of the worst defects of our paper-money is 
its rigid inelasticity. President Grant exposed this evil 
in a very remarkable letter which was published last 
year, and doubtless had much to do with maturing the 
legislative remedy we are discussing. Financial science 
prescribes as one of the fundamental requisites of the 
currency that it should be an efficient instrument for 
performing the exchanges of the country. But these 
exchanges vary enormously at. different seasons of the 
year; hence the currency should vary also. In the fall, 
50 millions more currency is used than in the idle months 
of summer. Adam Smith compared the currency system 
to a road over which the exchanges travel. Modernizing 
his simile we may compare our currency organization to 
the system of railroads. As the railroads want less 
rolling stock at one season than another, so do our banks 
require less currency at one season than another. Now 
if some law were passed compelling our railroad com- 
panies, in dull times, to carry over their lines and keep 
in full operation the maximum amount of rolling stock 
which they ever required at the busiest season, it is easy 
to see what mischief and annoyance.such a law would 
cause. But this difficulty would be precisely analogous 
to that which is caused by our bank note legislation, 
and for which General Grant was so anxious to find a 
remedy. 

Thé remedy which Congress decided to try was the 
redemption of bank notes by means of a Bureau estab- 
lished for that purpose in Washington. Experience and 
history. agree in proving that such a redemption machin- 
ery, if efficiently conducted, will do all we want. The 
only question is whether it can be efficiently carried on. 
It is well known to our roaders that for several years we 
have persistently argued tiis question in the affirmative. 
We contend that the redemption mechavism is not only 
indispensable to the permanence and efficieney of our 
banking system, but that it can be effieiently conducted. 
We do not partake of the doubts which are so. ostenta- 
tiously paraded on this subject. In some sainor details 
the redemption bureau is less perfect than we could have 
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wished. But in all its vital parts it is strong and sound. 
Its present troubles are trivial and temporary. In Mr. 
Spinner it has a resolute, capable Chief, whose experience 
and energy aré a pledge of final success. 

For these reasons, as well as for others of a more gen- 
eral nature, we do not look for so broad or exhaustive a 
discussion of currency reform either in or out of Con- 
gress during the coming session. Still there are indica- 
tions that the army of currency reformers will not re- 
main wholly inactive. Already their advanced guards 
are coming in sight. The inflation wing, and the con 
traction wing of that army are both making demonstra- 
tions in the West under the leadership of Mr. Pendleton 
on the one side, and Mr. Cart Schurtz on the other. 
Among the younger leaders, who are attracting notice, 
is Mr. William Walter Phelps, of this city, in harmony 


_ with whose views is reported to be the suggestive paper 


en specie payments which appeared on Wednesday in 
the New York Zribune, from the fertile pen of Mr. 
Charles Nordhoff. This thoughtful essay is full of 
hints which may be extremely valuable ina more ad- 
vanced state of the discussion, when the country has had 
time to make good the reforms already accomplished, 
and is thus prepared to take a further step towards the 
goal of specie resumption—a goal which, as history 
proves and as Mr. Nordhoff explains, is neither so near 
nor so easy to win, as some of our shallow thinkers have 
rashly supposed. 





RAILROAD FINANCES AND DEFAULTS. 

In January, 1874, there was published in the Curont- 
CLE a list of railroads which were ‘then in default for 
interest on their funded debt, the total number of roads 
was 89, and the whole amount of. bonds on which in- 
terest had been passed was $386,403,668. As one year 
has now elapsed since the commencement of the panic 
of last Fall, which was pre-eminently a railroad panic, it 
seems to be an appropriate time to take a review of the 
situation and inquire into the present condition of rail- 
road finances. On a careful examination into the affairs 
of every company that has within several years past 
been in any financial difficulty, we find that the number 
of companies which have passed interest on any bonds 
and have not yet finally adjusted their affairs is now 108, 
against 89 in January last ; and the whole amount of 
bonds so passed is $497,807,660 against $386,403,668 at 
that time. It would be great injustice to many of the 
railroads, not to mention in this connection that a large 
number of those included in the table below have 
already funded the greater part of their coupons and 
have an adjustment of their affairs now well assured, 
and in bringing them,Jnto the list we have had the sole 
purpose of showing the total amount of bonds on which 
any interest has been passed since last year, by com- 
panies which have not yet entirely finished up the set- 
tlement of their affairs and resumed interest payments 
according to their respective agreements. 

It_is an erroneous conclusion to assume that all these 
defaults have been the direct consequence of the panic. 
On the contrary, the dates in the table show that a large 
number of them occurred long prior to September 1873, 
and some of them as much as three and four years ago. 
An analysis shows that out of the 108 companies, 34 had 
passed their interest on some or all of their bonds 
several months at least, before the panic came, and these 
had bonds amounting to $144,807,000 out of the whole 
$497,807,660, or about 30 per cent. of the total amount. 
[t should be clearly understood that a large part of the 
increase in the list of January last comes from the addi- 





tion of other issues of bonds, belonging to companies 
which had then passed interest on some bonds, but had 
other issues on which the interest period had not at. that 
time come around. Thus it appears that the number of 
separate companies which have defaulted since the Jan- 
uary list is only 30, as 11 have gone off that list on 
account of their resumption, foreclosure or final settle- 
ments with bondholders, reducing it to 78, and the addi- 
tion of 30 new roads brings up the present list to 108. 

In our former article we assumed the whole railroad 
debt of this country to be in round numbers, $1,950,- 
000,000; this may have been a slight over-estimate at 
that time but would be more nearly correct at present, 
and on this basis the bonds on which interest is, or has 
recently been, in default would amount to about 29 per 
cent. of the whole. On the best information which can 
be obtained we believe that about $150,000,000 of the 
bonds in default, or 30 per cent. of the whole amount, 
are held abroad, and as the total amount of our railroad 
bonds held abroad may be estimated at $375,000,000, it 
follows that 40 per cent. of them have been in default. 
This shows that the foreigners have been unfortunate in 
their selections, and accounts for the excitement and 
demoralization, particularly on the Continent of 
Europe, on the subject of all American railroad securi- 
ties. 

The progress made towards settlements has in many 

cases been rapid and satisfactory ; bondholders have been 
liberal, and the managers presenting a fair proposition 
for funding, it has generally been accepted. On twenty- 
five roads only, is active litigation looking to foreclostire in 
progress, and on most of the others a funding arrangement 
or other amicable settlement is pending. One company, 
the Atlantic Mississippi & Ohio, has resumed the pay- 
ment of full interest on its bonds, having funded one 
coupon only. The Atchison Topeka & Santa Fe road 
completed a speedy settlement, as its bonds were held by 
a few parties. The following roads have been sold in 
foreclosure, viz.: The Cayuga Lake, Lake Ontario 
Shore, South Side of L. L, St. Louis & St. Joseph, Sun- 
bury & Lewiston, Springfield & Illinois Southeastern. 
The Des Moines Valley road has been reorganized under 
two separate corporations. Particulars as to the progress 
of adjustment, or the general condition of affairs _per- 
taining to each company named in the list will be found 
in the remarks following the table below. 
TABLE SHOWING RAILROADS IN THE UNITED STATES NOW IN 


DEFAULT FOR NON-PAYMENT OF INTEREST ON THEIR BONDED 
DEBT. 

















ae x: Amount , Rate Date of 
NAME AND DESCRIPTION. of | per first 
Bonds. | cent. 
Alabama Central— 
Tet MOPEMAME, ...0 ccorcescescceccccccccccceccecs 1,600,000 | §& Jan., 1872 
Alabama & Chattanooga— 
ist mortgage, gold, guaranteed by Alabama.. | 5,220,000 | 8g. |July, 1872 
Receiver’s certificates. .-........cc.eeeeeeeeess 1,200.000 | 8 od dd dvtES. 
Arkausas Central— 
lst mortgate, GOld..........cececeeeceeeeecees 720,000 | 8 g. \Jan., 1874 
—— & Nebraska— 
TROTEMARS. .. oo. vic codcccccvece cocccccccccces 3,750,000 | 8 Sept., 1873 
Atlanta. 3 Le chmond Air-Line— 
it 1 bcc emeee eveceootwesees 4,248,000 | 8 Jan., 1674 
Atlantic te Great Western— 
Be TROND. 600 c- celtoddcccc cocccccccccosscece 14,414,977 | 7 g. Wuly, 1874 
BE MOBEMARO. ... -cccccccce cocccvee cocccces: 8,707,200 | .7 g. ,Sept., 1874 
Atlantic & Pacific— 
Ist mortgage A. & P. MB mE... ccccccccecees 8,000,000 | 6g. \Jansy 1874 
2d mortgage A. & esccseceseeeses| 8,000,000} 6 g. (May, 1874 
Ist mortgage Central i  ntteeennenl 1,290,000 | 6g. (May; 1874 
Tmtetest BOTT... noc cocccccces coccccccsceccs 1,718,000 | 6 g. |Jan., 1874 
Boston Hartford & Erie— 
Berdell mortgage ($5,000,000 guaranteed). ....| 20,000,000 | 7 July, 1868 
Brunewick & Albany-- 
lat mortgage, gold, endormed..........ce scenes 100,000 | 62 1872 
2d mortgage, gold, wot end: reed.. sees 30,000 | 7B. 1873 
Burlington ¢ ‘edar Rapide & Minnesota— 
let mortwage, gold, ainking fund .. .......... 4,400,000 | 7 @. \Nov., 1878 
let mort id, Milwaukee Division.... 2,200,000 | Ta. iFeb.. 1874 
Income and Manip ment, peceueesees ves Marrs Tit ne 
Bysageen & Southwestern— 
o , CoBpon or registered. . 2,100,000 |} 8 Nov., 1978 
tJ. Southern— 
DOE TOTIMAMO. ong cc ccc cne cece ceeeeneneceecuues 0,000,000 | Te ian, 187 
& mle | 
let mortgage wTTTrT TYTTTyTeyT Ty owe! 7 Ort., TH 








